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DEPARTMENT OF HEALTH SERVICE$

HOSPITAL IMPROVEMENT FINANCING PLAN

On January 23, 2006, the Chief Administrative Office (CAO) provided a proposed financing
plan for $419.4 million in high-priority hospital-related capital projects (Financing Plan).
The Financing Plan utilized a combination of short and long-term financing to defer the
commencement of new long-term debt service obligations until additional budgetary
resources became available to the Department of Health Services (Department) in
2011-12.

. The ability to manage the timing of new debt service payments was made possible by
using the proceeds generated from the securitization of a portion of future tobacco
settlement payments that the County expected to receive to redeem $275.0 million in
commercial paper that was outstanding for the LAC+USC Replacement Project. This
redemption replenished the capacity of the County’s commercial paper program, makingiit.
available for the Department's other priority projects and allowing the County to better
manage structure and timing of the long-term debt model.

Increasing Cost Pressures

Subsequent to the January 2006 report, the CAO and Department of Public Works have
revised the cost estimates on the hospital projects to be funded under the Financing Plan
and determined that the aggregate project cost has risen from $419.4 million to $766.5
million. The overall cost increase of $347.1 million reflects:
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¢ an increase of $207.1 million for the Harbor/UCLA Surgery Emergency Room
Replacement Project due to the increased scope requirements and the dramatic
escalation in construction costs;

e anincrease of $75.8 million in aggregate cost for the SB1953 Seismic Retrofit, High
Desert Multi-Service Ambulatory Care Center, and Olive View Emergency
Room/Tuberculosis Unit projects; and

¢ aninitial cost estimate of $64.2 million for a potential outpatient building that would
consolidate outpatient clinic activities at the Rancho Los Amigos National
Rehabilitation Center (RLANRC).

The potential outpatient building at RLANRC is under conceptual development and has yet
to be presented to your Board for consideration. It was included in the current review of
project cost estimates to determine its potential impact on the Financing Plan. The
increase in cost estimates for each project is summarized below.

Hospital Project Esitmated Project Current Estimated

Cost (Jan 23, 2006) Project Cost

Harbor/UCLA Surgery/Emergency Room Project $137.0 million $344.1 million

High Desert Multipurpose Ambulatory Car Center Conversion 74.0 98.8

Qlive View Emergency Room/Tuberculosis Unit 33.8 49.4

Harbor/UCLA SB1953 Seismic Retrofit 41.0 50.9

MLK SB1953 Seismic Retrofit 68.1 76.9

Olive View SB1953 Seismic Retrofit 23.5 27.4

Rancho Los Amigos S$B1953 Seismic Retrofit (N. Campus Consolidation) 42.0 54.8

Rancho Los Amigos Qutpatient Building Consolidation n/a 64.2

Total $ 419.4 million $766.5 million

Impact of Project Cost Increases on Hospital Improvement Financing Plan

The basis of the Financing Plan presented to your Board in January 2006 was the
significant decrease in DHS' existing debt service obligations from $119.8 million in 2010-
11 to $18.4 million in 2011-12. The decrease of $101.4 million in annual payment
requirements is primarily due to the final maturity of the County’s Pension Obligation Bonds
in 2010-11 and is net of any obligations that have been allocated to the Public Health
Department.

in January 2006, the Financing Plan projected that new annual debt service payments
would rise to $29.1 million in 2014-15. Other annual financing costs (including the future
tobacco settlement payments that were relinquished in the securitization transaction) were
expected to rise to $30.5 million in that same year. When combined with existing debt
service payments of $8.8 million in 2013-14, the aggregate financing cost to the
Department would total $68.4 million. The January 2006 Financing Plan indicated that

11/16 dhs financing plan1
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these financing costs could be funded from the $101.4 million in budgetary savings the
Department would realize from the maturity of the Pension Obligation Bonds and other
debt obligations, with the remaining $33.0 million in annual budgetary savings available for
the Department’s other purposes.

The subsequent increase in hospital project cost estimates to $766.5 million is expected to
increase new annual debt service payments from $29.1 million to $45.2 million in 2014-15.
The CAO and Department concur that: '

e the increase in annual debt service costs of $16.1 million can be funded by the
remaining $33.0 million in budgetary savings derived from the maturity of the
Pension Obligation Bonds and other debt obligations; and

¢ the Financing Plan remains a viable method of funding the Department’s long-term
capital needs.

A comparison of the annual debt service and other financing costs that were projected in
the January 2006 Financing Plan and the revised debt service projection is provided in
Exhibit . Summaries of the January'2006 annual debt service projections for each hospital
project and the revised projections are provided in Exhibits Il and Ill, respectively.

| am available to discuss this matter with you at your convenience, or your staff may
contact Jan Takata at (213) 974-1360.

DEJ:JSE
DJT:z

C: Executive Officer, Board of Supervisors
County Counsel
Department of Public Works
Department of Health Services
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